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URUGUAY: KEY ECONOMIC INDICATORS 
(in millions of U.S. dollars unless noted) 


1988 1989 
1986 1987 (Est. ) (Pro}j.) 


Domestic Economy 
Population (millions) 2.9 2.3 3.6 3.0 
Population growth (%) 0.5 6.5 0.5 0.5 
GDP in current dollars 6,382 7,499 7,453 
Per capita GDP, current dollars 2,163 2,525 2,497 
GDP in constant prices, % change 6.6 4.0 
Consumer Price Index, % change 71 60 


Production and Employment 
Labor force 1,250 
Unemployment (avg. % for year) 10.0 
Industrial production, % change 
Govt. operating deficit as % of GDP -1.2 


Balance of Payments 
Exports (fob) 


Imports (fob) 
Trade balance 
Current account balance 
Foreign debt (public sector) 
Debt service 
Debt service as % of 
merchandise exports 
Foreign exchange reserves (year-end) 
Average exchange rate for year 
(New Pesos/USS) 


U.S. - Uruguay Trade 
U.S. exports to Uruguay (cif) 73.5 90.6 100.0 110.0 
U.S. imports from Uruguay (fob) * 129.5 175.7 180.0 190.0 
Bilateral trade balance (U.S. -/+) -56.0 -85.1 -80.0 -80.0 
U.S. share of Uruguayan exports (%) 11.9 14.8 13.8 13.5 
U.S. share of Uruguayan imports(%) 8.4 729 8.6 8.7 
U.S. bilateral aid (economic) 14.4 a2 .i 0.2 0.2 


Principal U.S. exports (1987): fertilizers, chemicals, machinery and 


equipment, plastic and rubber products, 
precision instruments 


Principal U.S. imports (1987): textile clothing and fabric, leather 
manufactures and wearing apparel, 
frozen fish, wool and hides. 


* U.S. Government data for U.S. imports from Uruguay is significantly 
higher ($486 million in 1986 and $369 million in 1987) due to the 
inclusion of non-monetary gold bullion in the trade account. 


Sources: Central Bank of Uruguay, Uruguayan Bureau of Statistics and 
Census 





SUMMARY 


In March 1985, after 12 years of military rule, Uruguay resumed its 
traditional status as a multi-party democracy with a freely elected 
executive branch, an independent bicameral legislature, and an 
autonomous judiciary. In 1986, the Uruguayan economy achieved 6.6 
percent real GDP growth, the highest level recorded since 1980, and 
in 1987, 4.9 percent growth. Uruguayan economic planners expect 
continued but slower growth in 1988 of about 4 percent. 


Gross fixed investment in 1986 increased 9.1 percent in real terms. 
For 1987-89, the government had planned to invest $1 billion in 
public sector projects in order to raise government investment as a 
percentage of GDP from 2.9 percent in 1986 to 5 percent in 1987 and 
1988. However, government investment only increased by 3 percent in 
1987. Uruguayan economic planners are forecasting for 1988 a 10-15 
percent increase in private sector investment in industrial 
equipment modernization. Such investment will be essential for 
continued production growth, since 1986-87 GDP growth was based on 
utilization of idle capacity. 


In 1987, the merchandise trade and tourism surplus financed only 60 
percent of the deficit in the services account caused by interest 
payments on the external debt and other cutflows. Uruguay’s current 
account balance last year reverted to a deficit position of $124.4 
million, while the capital account reflected a surplus of $168.8 
million. Net foreign reserves increased $44.5 million to $1.018 
million by the end of 1987 and $1.008 million by the end of May 1988. 


After Brazil and Argentina, the United States is Uruguay’s third 
ranking trading partner, followed by Federal Republic of Germany. 

In 1987, the United States accounted for a 14.8 percent share of 
Uruguay’s exports and a 7.9 percent share of the country’s imports. 
For 1988, Uruguay has targeted a 3-4 percent rise in imports, and 
U.S. exporters have an excellent opportunity to increase their share 
of this small, sophisticated market located just 25 minutes by plane 
from Buenos Aires. U.S. executives traveling to nearby Argentina, 
Brazil, or Chile are encouraged to visit Montevideo to explore 
business prospects with the help of the American Embassy’s 
Economic-Commercial Section. 





POLITICAL SETTING 


The Oriental Republic of Uruguay, which has one of the proudest 
traditions of democratic government in Latin America, ended 12 years 
of military rule on March 1, 1985. On that date, it resumed its 
traditional status as a multi-party democracy with a freely elected 
executive, an independent bicameral legislature, and an autonomous 
judiciary. Political life since the return to democratic rule has 
continued to be marked by a high level of participation by all 
sectors of the population and by a vigorous, unrestricted political 
debate on the nation’s problems. The Congress, in which President 
Julio Maria Sanguinetti’s Colorado Party holds a plurality, has 
resumed its former role in the nation’s political life. The 
judiciary has regained its independence, and there is an ongoing 
political debate over the need for reform of the political, 
judicial, and labor-management systems. Nongovernmental 
institutions -- such as political parties (including those of the 
extreme left), the press, labor unions and private interest groups 
-- operate freely and without restriction by the government. The 
Constitution of 1967, which again in 1985 became the ruling law of 
the land, is universally respected and applied. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Economic Growth. After declining by 16 percent during 1982-84, 
Uruguay’s real GDP stabilized and began to grow in the second half 
of 1985. Falling international petroleum prices and declining 
international interest rates assisted the country’s economic growth 
throughout 1986. By year’s end, the Uruguayan economy had achieved 
6.6 percent real growth, the highest level attained since 1980. 
During 1987, the trend in growth slowed, but GDP in real terms still 
increased by 4.9 percent over the 1986 level due mainly to stronger 
domestic demand and investment. However, seasonally adjusted 
figures for the last quarter of 1987 indicate further deceleration 
in the growth trend. Uruguayan economic planners expect continued 
but slower growth in 1988 of about 4 percent. Table 1 shows the GDP 


index by sector, and Table 2 illustrates how different sectors of 
the economy performed in 1987. 


Table 1 - GDP Index by Economic Sector (Base 1978 = 100) 


Sector 1985 1986 


Agriculture 

Fishing 
Manufacturing 
Construction 

Commerce 
Transp. & Warehousing 
Other services 

Total 


Source: Central Bank of Uruguay 





Table 2 - Sectoral Contributions to 1987 GDP 


Percentage Performance 


Sector of GDP % Change 1987/1986 


Agriculture 
Fishing 
Manufacturing 
Construction 
Commerce 
Transport & Warehousing 
Other services 
Total 


NP Of DUO 
AUF & OF 


Source: Central Bank of Uruguay 


Economic Performance in 1988. The Uruguayan Government has not 
released complete macroeconomic statistics for the first quarter of 
1988 (as of mid-1988). However, initial preliminary data indicate 
GDP growth of 1.7 percent in the first quarter of this year, 
compared to the same period in 1987. Some preliminary data are 
outlined below. 


- Uruguayan exports in the first 5 months of 1987 were 4.3 percent 
higher than that recorded in the same period in 1986. Imports for 
the first 5 months of 1988 decreased by 6.2 percent from the 1987 
level, reflecting less industrial investment. 


- Preliminary figures released by the Government of Uruguay on the 
performance of the manufacturing sector during the first quarter 
of 1988 indicate a deceleration of industrial activity. As 
compared with the first quarter of 1987, the physical volume of 
output increased by 0.3 percent, while hours worked decreased 7.3 
percent and the number of workers decreased by 1.1 percent. 
However, production increased in some subsectors -- foodstuffs, 
beverages, and tobacco increased by 4.9 percent, and the chemical 


industry by 4.5 percent. The output of the other subsectors 
declined. 


Energy consumption in the first 3 months of 1988 was higher than 
that registered during the equivalent period in 1987. Consumption 
of electricity and of petroleum products increased by 5.6 percent 
and 1.6 percent respectively over the levels registered through 
March 1987. Consumption of gasoline increased 4.8 percent, but 
fuel oil consumption decreased 4.5 percent. 


Cement production for both domestic and foreign markets continued 
its upward trend, adding evidence that recovery of the 
construction sector is strong and should continue to absorb some 
of the unemployed labor force. During the first 4 months of 1988, 
cement production increased 5 percent over the same period in 1987. 





According to data released by the Bureau of Statistics and Census, 
the average unemployment rate in Montevideo decreased to 9.8 
percent of the economically active population for the quarter 


ending April 1988, down from 10.2 percent at the same time the 
year before. 


SECTORAL DEVELOPMENTS 


Agriculture, Livestock and Fisheries. This sector, which represents 
12.5 percent of GDP, declined slightly in 1987, according to 
preliminary data. In the fourth quarter of 1987, agriculture and 
livestock production registered strong growth, seasonally adjusted, 
compared with the third quarter. Uruguay’s current sheep inventory 
is one of the country’s highest in history. The wool subsector 
continues to have favorable prospects for 1988, and the current crop 
is expected to reach about 100,000 tons. Investment in processing 
and value added operations in the subsector has been steady and is 
helping to boost wool export volume. Also, demand and prices in the 
international market have been favorable. 


For 1987, beef and mutton production decreased significantly, due 
mainly to a decline in import demand in Brazil. Throughout the 
year, the livestock inventory continued to expand, and the subsector 
is expected to increase its production as a result of improved 
demand in world markets. However, international prices are not 
maintaining their 1986-87 levels, and an overall decrease in the 
domestic price of cattle should also be expected. The anticipated 
rise in beef production could be hampered by a drought and very cold 
weather, thus reducing the availability of grass (in Uruguay, most 
livestock are fed on natural ranges). Currently, the country is 
holding one of its largest livestock inventories (in animal units) 
in history. If weather does not improve -- either with additional 
rainfall or warmer temperatures -- it will be difficult for Uruguay 
to increase the production of beef. 


Both cattle and sheep compete for the available grass in Uruguay’s 
natural ranges. Out of approximately 14 million hectares of these 
ranges, less than 1 million hectares consist of artificial 

pastures. Natural ranges improve with fertilization and planting of 
legumes. Uruguayan ranchers have not been able to maintain an 
adequate increase in the number of hectares under artificial 


pastures due to what is generally considered lack of incentives for 
this type of investment. 


Barley and wheat are expected to maintain their 1987 production 
levels or to increase slightly. Summer crops are expected to 
maintain the same levels of production with the exception of 
oilseeds, which will likely continue their upward trend. However, 
the drought in the United States in mid-1988 and the consequent 
anticipated decrease in U.S. summer crop output could result in 
further increases in the production of grains in Uruguay. 





Manufacturing. The manufacturing sector, which represents 22.8 
percent of Uruguay’s total output, grew 11 percent in 1987, 
surpassing the performance of all other economic sectors. The 
subsectors which accounted for almost 90 percent of this growth were 
textiles and clothing (0.9 percent), petroleum refining (1.7 
percent), automobile assembly (3.3 percent), chemicals (3.1 
percent), and tire manufacturing (0.5 percent). In 1987, working 
hours increased 5.2 percent and employment, 4.4 percent. 


Construction. From 1982 to 1985, construction activity declined 
significantly. Sectoral activity reached its lowest point in early 
1986 before beginning a steadily upward trend. The continuing 
recuperation of the sector is evidenced by the rise in cement 
production and the claims of construction firms that there is a 
shortage of qualified laborers and building materials. Domestic 
consumption of cement increased almost 24 percent over 1986 and 
exports almost 89 percent, resulting in a 25 percent increase in 
production during 1987. Moreover, the Municipality of Montevideo 
reported that in 1987 approvals for new building construction 
increased 33 percent to 263,000 square meters. This trend continued 
during the first 5 months of 1988, as average monthly approvals were 
up 47 percent over the level during the same period in 1987. 


LABOR CONDITIONS 


Wages for private sector employees other than rural workers and 
domestics are negotiated at 4 month intervals through a system of 
tripartite salary councils. (However, in both 1986 and 1987 the 
planned February round of salary council deliberations was replaced 
by a government-decreed across-the-board wage increase.) The 
government retains considerable influence over these negotiations by 
establishing the maximum price that may be passed through to any 
product or service as a result of the negotiations. Since early 
1986, these figures have reflected the government’s decision to 
concentrate on job creation and inflation control while raising 
salaries slightly in real terms. 


While union rhetoric continues to emphasize "class struggle" themes, 
union leaders, responding to members’ wishes, have increasingly 
addressed bread-and-butter issues. In mid-1988 the government was 
attempting to persuade all private sector unions to sign contracts 
valid for 20-24 months -- through the 1989 general elections -- and 
to include in the discussions the subject of productivity and 
relative economic condition of the companies as a basis for salary 
increases. An earlier experiment with 12-16 month contracts (all of 
which have now expired) proved generally successful in lowering the 
high level of labor conflict that characterized the resumption of 
union activity under the democratic government, and it is hoped that 
a new round of contracts will accomplish the same purpose. 





6. INVESTMENT 


Gross fixed investment in 1987 increased 19 percent in real terms. 
Public sector investment grew 6 percent while private sector 
investment climbed 27 percent. Investment by the public and private 
sectors in machinery and equipment rose 35 percent, and agricultural 
investment climbed 31 percent, but these increases were insufficient 
to make up for obsolescence and depreciation of equipment. 


The Uruguayan Government encourages foreign investment and strives 
to promote it through the Foreign Investment Act of 1974 and the 
Industrial Promotion Act of 1974. Presently, the government is 
attempting to spur investment through the implementation of tariff 
exemptions for capital goods imports, authorizations for accelerated 
depreciation, financing of exports, regulation of leasing, and other 


measures intended to generate greater operating margins for 
potential investors. 


The government’s plans for 1987-88 called for investing $1 billion 
in public sector projects, thus raising government investment as a 
percentage of GDP from 2.9 percent in 1986 to 5 percent in 1987 and 
1988. However, actual public investment in 1987 was only 3.1 
percent of GDP. Uruguayan economic planners are also expecting 
significant increases in private sector investment in industrial 
equipment modernization that will be essential for continued 
production growth, since the idle production capacity upon which 
1986-87 GDP growth was based has been completely utilized. In 1986, 
private sector investment in machinery and equipment increased 28 
percent in real terms over the total achieved in 1985, and almost 45 
percent in 1987 over 1986, but it still remains 40 percent below 
total investment in machinery and equipment recorded in 1981. 


New Free Trade Zones Law. In December 1987, Uruguay passed a new 
law strengthening the existing free trade zone system while 
providing further incentives for the creation of additional zones. 
The law allows storage, warehousing, manufacturing, and related 
financial, data processing and professional service to take place 
within the free trade zones. Two such zones already exist at 
Colonia, across the River Plate from Buenos Aires (where a new 
international bridge is planned) and Nueva Palmira on the Uruguay 
River north of Colonia. These are relatively small facilities, but 


the Uruguayan Government has plans to develop extensive industrial 
parks at both sites. 


The free trade zones law provides for the creation of additional 

zones. The government has put priority on developing the existing 
zones but is open to private entrepreneurial offers to develop new 
zones. The law provides many specific benefits for free trade zone 
users, including exemption from all Uruguayan taxes, either present 
or future, on their activities. Additional details may be obtained 


from the U.S. Department of Commerce, Uruguay Desk, telephone (202) 
377-1495. 





New Debt Conversion Program. Uruguay’s new debt/equity program also 
provides an interesting incentive for foreigners seeking to invest 
in the country. The Uruguayan program offers advantages over other 
countries’ programs. First, there are no time restrictions on 
profit remittances. Second, the capital invested is subject to a 
minimum of only 7-8 years before repatriation is allowed -- the 
period can be longer depending on the original terms of the debt 
that has been traded for equity. Third, the "Treasury Bond" issued 
by the Central Bank in the repurchase of the external debt note is 
competitively traded in Uruguay at no discount -- in many other 
countries, similar bonds, issued to sterilize effects of the 
transaction, are in local currency and trade at discounts between 10 
and 15 percent. These conditions increase the attractiveness of 
Uruguay’s debt/equity program. 


Investment Climate Report. The American Embassy in Montevideo has 
prepared a comprehensive report on the climate for investment in 


Uruguay. A copy of the report may be obtained from the Uruguay Desk 
at the U.S. Department of Commerce. 


BALANCE OF PAYMENTS 


Current Account. In 1987, the merchandise trade and tourism surplus 


financed only 60 percent of the deficit in the services account 
caused by interest payments on the external debt and other 

outflows. The result was a negative current account balance which 
amounted to $124.4 million (see Table 3). This occurred because of 
a modest $109.2 million foreign trade surplus, a reduced $78.6 
million travel account surplus, and a slightly larger $312.2 million 
deficit in net interest and other services. 


Capital Account. The capital account, including errors and 
omissions, reflected a surplus of $168.8 million, comprised of a 
$292.3 million capital inflow for the public sector, a $5.2 million 


inflow from the private sector, and a $128.7 million outflow in 
errors and omissions. 


Net Foreign Reserves. The combination of a deficit in the current 
account and a surplus in the capital account, net of gold valuation 
gains of $0.1 million, resulted in an increase of $44.5 million in 
net foreign reserves of the Central Bank in 1987. Total foreign 
exchange reserves amounted to $864.9 million on December 31, 1987. 
This amount was adjusted upward to $1.018 as the result of an 
increase in the value of gold from $313 to $371.78 as decided by the 


Central Bank in December 1987. As of May 1988, the latter reserves 
decreased to $1.007 million. 


Expectations in 1988. The Uruguayan Government is exerting 
considerable effort to diversify and expand exports and to attract 
foreign investment. According to preliminary data, through April 
1988, exports had increased 25 percent from the similar period in 
1987, while imports decreased 6 percent, resulting in a more 
favorable trade balance. Some improvement is also expected in the 





travel account, while the debt service should be smaller in 1988. 
All these factors should result in a similar or slightly improved 
balance of payments for 1988. Net international reserves of the 


Central Bank are expected to remain at the same level as in December 
1987. 


Table 3 - Balance of Payments 
(in millions of U.S. dollars) 


1986 


Current Account O72 
1. Merchandise trade 27363 
Exports (F.0O.B.) 1,087.8 
Imports (F.0O.B.) 814.5 
2. Net non-financial services 7429 
Travel 84.0 
Other ik 
3. Net financial services 278.0 


Capital Account 192.1 
1. Public sector 164.4 


2. Private sector S72,.7 
3. Errors and omissions 200.4 


Adjustment of Gold Valuation 2.9 


Net International Reserves of Central Bank 
(+loss/-gains) 


Source: Central Bank of Uruguay 


Merchandise Trade. In 1987, Uruguay’s exports increased 9 percent 
while imports rose 31 percent above 1986 levels (see Table 5). The 
1987 trade surplus of $109 million (excluding insurance and freight) 
was 60 percent lower than that recorded in 1986. Excluding crude 
oil imports of $154.5 million in 1987, the country’s imports rose 35 
percent over the 1986 total. Imports of capital goods and raw 


materials advanced 33 percent in 1987, which contributed to the 
growth in Uruguayan output. 


The categories of Uruguayan exports that fared best in 1987 were: 
textile and clothing products (up 21 percent to $384 million), 
leather and leather products (up 34 percent to $199 million), and 
fisheries (up 25 percent to $81 million). 


Leading import categories and their percentage increases in 1987 
were: machinery and electrical equipment (up 43 percent to $217 
million), transportation equipment (up 91 percent to $124 million), 
precision instruments (up 41 percent to $33 million), metals (up 56 
percent to $73 million), and various raw materials (up 21 percent). 





The country’s principal trading partners in rank order in 1987 were 
Brazil, Argentina, the United States, and the Federal Republic of 
Germany (see Table 4). These four countries accounted for 43 
percent of Uruguay’s total trade in 1984, 46 percent in 1985, 56 
percent in 1986, and 53 percent in 1987. Uruguay’s leading export 
markets in 1987 were: Brazil ($204.1 million), the United States 
($175.7 million), West Germany ($121.9 million), and Argentina 
($113.2 million). The leading sources of Uruguayan imports in 1987 
were: Brazil ($279.1 million), Argentina ($156.7 million), West 
Germany ($92.6 million), and the United States ($90.6 million). The 
United States accounted for a 14.8 percent share of Uruguay’s 
exports in 1987 and a 7.8 percent share of the country’s imports. 


The Uruguayan Government has targeted a 7 percent increase in 
exports and a 3-4 percent rise in imports (both in real terms) in 
1988. Preliminary statistics for the 4 months ending May 1988 show 
that exports totaled $375 million or 25.5 percent more than the 
total recorded for the same period in 1987, while imports decreased 
to $302 million, or 6.2 percent below the amount for the same period 
of 1987. The resulting trade balance was a positive $73 million, as 
compared with the $10.7 million negative trade balance recorded 
through the April 1987. The performance of Uruguay’s export sector 
has been adversely affected by the deteriorating economic condition 
of neighboring Brazil since the first quarter of 1987. However, 
Uruguay’s exports to Argentina increased in the first quarter of 
1988, as have exports to the Federal Republic of Germany, and 
selected other European countries, the USSR, and the People’s 
Republic of China. 


Table 4 - The Four Principal Trading Partners of Uruguay 
(in millions of U.S.dollars) 


986 


Brazil 
Exports 
Imports 

Total 


United States 
Exports 
Imports 

Total 


Argentina 
Exports 
Imports 

Total 


West Germany 
Exports 
Imports 

Total 





In June 1987, President Sanguinetti, together with the Foreign 
Minister and Minister of Economy and Finance, traveled to the 
Federal Republic of Germany, France and Spain to promote increased 
trade and investment relations. In July, a British trade mission 
visited Uruguay to promote the sale of British products. Late in 
September an Uruguayan trade mission of more than 27 businessmen 
headed by the Director General of Foreign Trade journeyed to Japan 
to promote mutual trade and investment. In 1988, the government is 
planning to send trade and investment promotion missions to France, 
Spain, United Kingdom, Israel, Mexico, and Trinidad Tobago, all with 
the participation of private sector representatives. In February 
1988, Uruguay established diplomatic relations and signed a trade 
agreement with the People’s Republic of China. In March 1988, 
President Sanguinetti, together with the Ministers of Foreign 
Relations, Economy and Finance, and Planning and Budget, and with 
representatives of all political parties and 30 business executives 
visited and addressed GATT Uruguay Round delegates in Geneva and EC 
representatives in Brussels. President Sanguinetti then proceeded 
to the USSR, where he met with Russian authorities and signed a 
bilateral trade agreement. In June 1988, another agreement with 
Iran was signed involving the import of crude oil and export of 
Uruguayan butter and meat. 

Table 5 - Uruguay’s Merchandise Trade 

(in millions of U.S.dollars) 


1987 % Change 


Exports F.O.B. 

Beef Sava 
Wool 21.8 
Rice 33.3 
Fish 24.6 
Hides and leather 7.7 
Leather manufactures 61.1 
Leather apparel 50.0 
Textile products 21.4 
Other 9.2 

Total 9.3 


+++ ++ ++ 141 


Imports C.I.F. 
Consumer goods 61.0 
Capital goods 51.0 
Intermediate goods 30.5 
Crude oil and distillates 5.7 
Total ado 


Tourism. The performance of this sector is reflected in the net 
non-financial services line of the balance of payments. The 1987 
figures show a $50.3 million decrease in tourist spending in Uruguay 
over 1986 spending, as well as a $5.6 million net decrease in 
tourism earnings due largely to an unfavorable relative exchange 
rate with Argentina and Brazil. Considerable new investment is 





needed to upgrade the country’s tourism physical and institutional 
infrastructure. 


Debt Service. The interest paid on external debt increased in 1987 
because of the rise in international interest rates. Interest paid 
in 1987 amounted to $384 million, which was 3.5 percent higher than 
the amount paid in 1986. However, similar international interest 
rates in 1988, combined with an anticipated increase in Uruguay’s 
balance-of-trade surplus, will make it easier for the government to 
service the debt this year. Early in 1988, Uruguay reached 
agreement with foreign commercial banks to reschedule over 20 years 
$1.8 billion in Uruguayan public sector medium- and long-term 
external debt. The new agreement provides that maturities falling 
due during 1985 through 1999 will now be payable over a 20-year 
period ending in the year 2004, with a grade period of 6 years, and 
the first payment of principal due in 1991. The agreement provides 
that the agreed interest rate will be reduced from 1 7/16 over LIBOR 
to 7/8 over LIBOR. 


MONETARY POLICY 


During 1987 growth rates for Ml and M2 were 67 and 58 percent 
respectively, which were somewhat higher than the government’s 
inflation target of 50 percent for the year, but consistent with the 
actual inflation rate of 57 percent. However, the growth rates of 
Ml and M2 continued a downward trend started in October 1986, also 


true of the inflation rate. The inflation target for 1988 is 45 
percent. 


During the 5 months ending in May 1988, seasonally adjusted Ml and 
M2 rates were 15 and 17.2 percent respectively while inflation for 
the same period amounted to 21 percent. On an annualized basis 
these increases are consistent with the 45 percent inflation 

target. The Central Bank’s tight monetary policy is targeted to 
reduce the inflation rate. The seasonally adjusted growth rates for 
M1 and M2 in April of 1988 were 7.8 percent, evidence of the 
commitment of the Central Bank to contain inflation. 


BUDGET 


The budget deficit of the central government, as measured by the 
fiscal performance of the Uruguayan Treasury on a cash basis, 
increased in 1987. In local currency, the 1987 central government 
financial deficit amounted to 22 billion pesos (approximately $97 
million), up from 18.5 billion pesos in 1986. This resulted from a 
rise in revenue of 10.5 percent in real terms to 270.9 billion pesos 
($1.2 billion), while expenditures amounted to 292.9 billion pesos 
($1.3 billion), 11.1 percent over the 1986 figure in real terms. As 
a percentage of GDP, the central government deficit increased from 
1.2 percent in 1986 to 1.3 percent in 1987. 


The growth in expenditures resulted from a combination of increases 
in real terms in nonpersonal expenditures (+8.6 percent), 





investments (+31.8 percent), salaries and social security (+9.5 
percent), financial transfers (+2.6 percent), and a decrease in 
interest on the public debt (-7.5 percent). 


On the revenue side, the 10.5 percent increase in real terms 
resulted from increases in domestic taxes (+15.6 percent), and 
decreases in foreign trade taxes (-1.9 percent) and other 
miscellaneous revenues (-5.6 percent). 


To finance its budget deficit, the central government has opted for 
the noninflationary issuance of treasury bonds and letters, which 
amounted to about 32 billion pesos ($141.1 million). This means 
that the 10 billion pesos earned from sales of treasury bonds and 
letters over and above the 22 billion pesos deficit is being used to 


reduce the amount of central bank credit outstanding to the central 
government. 


Preliminary figures for the first 4 months of 1988 indicate that 
government revenue increased 6 percent in real terms (over the total 
for the same period in 1987) to 122.5 billion pesos. Government 
expenditures rose 10.4 percent in real terms to 138.5 billion 

pesos. At the end of April 1988, government accounts reflected a 
budget deficit of 16 billion pesos, 11.5 percent of expenditures and 
61.8 percent greater than the deficit in the same period of 1987. 


In terms of GDP, the central government deficit of 16 billion pesos 
as of April 1988 represents 1.8 percent of the estimated GDP for 
January-April 1988. This compares with the 1.3 percent ratio for 
the full year 1987. It is apparent at mid-1988 that Uruguayan 
government economic planners will need to focus their deficit 
reduction initiatives on expenditures, which are growing faster than 
anticipated. On the other hand, tax pressure (i.e., tax collections 
as a percentage of GDP) increased in 1987 from 15.6 to 15.9 percent, 
which helped to reduce the central government deficit. However, 


this percentage is high for an economy requiring increased private 
sector saving and investment. 


UNEMPLOYMENT 


According to statistics published by the Uruguayan Bureau of 
Statistics and Census, unemployment in the Montevideo metropolitan 
area, where close to one-half of all Uruguayans reside, averaged 9.3 
percent in 1987, continuing the downward trend in joblessness which 
began in the second quarter of 1983. In the 4 months ended April 
1988, the average unemployment rate had dipped below 7.5 percent, 
(8.7 percent in April). The Uruguayan Government target for 
unemployment is 7-8 percent, which is the rate that has prevailed 
historically, even in the best of economic times. 


EXCHANGE RATE AND INFLATION 


The Uruguayan Government is publicly committed to a floating 
exchange rate and prepared to intervene in the exchange market in 





order to smooth seasonal fluctuations in foreign exchange inflows 
and outflows. Because of its dominant position in financing 
international trade and in obtaining the foreign exchange required 
for public enterprise operations, the state-owned Bank of the 
Republic of Uruguay (BROU) is normally the major actor in Uruguay’s 
small foreign exchange market. 


As shown in the following table, after a period of slow depreciation 
as compared with domestic inflation, the trend of peso devaluation 
in 1987 is keeping pace with internal inflation as planned by the 
Uruguayan Government: 
Jan-June 
1985 1987 1988 


Percentage inflation 83.0 57.3 21.0 
December average 

US$1 = New Pesos 124.9 276.1 336.1 
Percentage increase 

in US$ value 49.6 69.2 72.8 42.9 54.7 21.7 


According to Uruguayan Government officials, the exchange rate will 
continue to vary in a free and realistic way, because the regular 
buying and selling transactions of the BROU reflect the true 
operating requirements of the Uruguayan Government. 


IMPLICATIONS FOR THE UNITED STATES 


The Uruguayan Government continues to maintain its liberal import 
regime and unrestricted foreign exchange market. American products 
enjoy an excellent reputation in the local market for high quality 
and dependability, and the business climate is ideal for increased 
U.S. export sales, provided that price, delivery and after-sales 
service are competitive. 


Uruguay’s continuing economic growth presents U.S. business with an 
opportunity to expand bilateral trade and investment ties. With the 
decline in the U.S. dollar vis-a-vis other major currencies, U.S. 
exports are now in an improved competitive position, and the Embassy 
recommends that American business executives traveling to nearby 
Argentina, Brazil, or Chile make a special effort to visit Uruguay 
to explore market prospects. The Economic-Commercial Section of the 
Embassy in Montevideo is prepared to assist business executives to 
make appropriate contacts. 


The U.S. share of Uruguay’s import market remained relatively stable 
in 1987. Total imports in 1987 were $1,079 billion (f.o.b.), while 
U.S. exports were $90.6 million, comprising 7.9 percent share of the 
import market. Uruguay’s principal economic resources are a 
favorable ratio of arable land to population, a beneficial climate, 
substantial hydroelectric potential, fisheries potential, extensive 
beaches and a well-educated work force. Industry is largely based 
on the agricultural sector. Uruguay imports all of its petroleum 
requirements, with such imports usually accounting for one-fifth to 





one-third of the total value of imports. Best export prospects will 
continue to be capital equipment, fertilizers, raw material plastic 
products, audio-visual equipment, electrical apparatus, office and 
personal computing equipment, hospital and laboratory instruments, 
food processing and packaging equipment, synthetic and acrylic 
compounds, and agricultural equipment. 


Even though the United States cannot be expected to become the 
dominant supplier to Uruguay, there is reason to believe that U.S. 
exports to this market could be increased with more aggressive 
market promotion. American participation in the sale of raw 
materials and capital equipment could improve provided: (1) special 
attention is given to pricing in the face of strong competition from 
Argentina, Brazil, the EC, and Japan; (2) manufacturers use export 
management firms and trading companies capable of handling the 
export documentation and selling small quantities in a small market; 
and (3) attractive financing is provided, including Export-Import 
Bank support, which is especially important for countering 
subsidized transactions of capital goods for major projects from 
foreign competitors. 


Major Projects 


Uruguay continues to receive loans from the World Bank, 
Inter-American Development Bank, and other institutions for major 
projects and programs. An outline of some of the more important 
projects currently under way or planned appears below. Additional 
information concerning them may be obtained from the U.S. Department 
of Commerce’s Uruguay Desk at (202) 377-1495. 


Rehabilitation of Paso de los Toros Hydroplant. Administracion 
Nacional de Usinas y Trasmisiones Electricas (UTE), the power 
production and distribution utility, is engaged in the 
rehabilitation of its pre-World War II hydroelectric generating 
plant in Paso de los Toros, also known as Rincon del Bonete, with 
World Bank financial assistance. This first of four power dams will 
be overhauled completely ina 4 year program. 


Despite the fact that three other plants maintain a surplus of power 
currently sold to Argentina, UTE is concerned that demand will soon 
overtake production by 1995. One of the options envisioned is the 
building of a petroleum or wood-burning plant to be located in Punta 
Pedregal, a district located on the outskirts of Montevideo at a 
cost of about $200 million. This project is considered a feasible 


complement to the thermal power generating facility used as a backup 
to the hydro generating system. 


UTE will be spending $16 million to renovate the low tension power 
grid of Montevideo. The three zones marked out as an initial stage 
call for replacement of 220 kilometers of underground cable and 360 
kilometers of above-surface lines, the building of eight new power 
transforming stations, and overhauling of 150 existing substations. 





Reportedly, 1,100 kilometers of line were installed in 1987 in farm 
areas, and plans call for the extension of the grid at the rate of 


2,000 kilometers per year through 1990. UTE plans a total of $350 
million in investments during 1988-92. 


Modernization of ANCAP Petroleum Refinery. The World Bank is 
lending to Administracion Nacional de Combustibles, Alcohol y 
Portland (ANCAP) $24 million to modernize the refinery, improve its 
capacity to refine various grades of crude oil, and to reduce its 
operational costs. Total project cost is $30 million, with $6 
million to be supplied by the Uruguayan Government. Project 
engineering is under way with purchase of equipment to be made in 
1989, and completion of the plant expected by late 1990. 


Water and Sewerage System Expansion. Obras Sanitarias del Estado 
(OSE) will be receiving from the World Bank a $22.3 million loan for 
rehabilitation and expansion of water and sewerage systems in 
Montevideo and interior cities. The loan will also be used to help 
finance technical assistance for agency financial planning and 
operation, maintenance improvement, and for the preparation of 
investment studies. Total project cost is $33 million. About $10 
million of the loan will be used to improve Montevideo’s water 
treatment plant by adding 27 percent to the plant’s existing 
capacity. As for sewerage treatment systems, OSE will be 
implementing a 2 year program in 10 cities needing urban and 
industrial waste disposal. Work is expected to begin in 1990. 


Montevideo Coastal Sewerage System. The Inter-American Development 
Bank (IDB) continues to support the Montevideo municipal authority 
with funding for the completion of the first of two stages of the 
capital city’s interconnecting coastal sewerage system, a treatment 
plant, an ocean outfall line, and studies for a similar second 
stage. The first stage will be completed in 1988. The second will 
connect the western side of Montevideo. Recently, the IDB announced 
the addition to this project of a sewerage treatment plant to be 


built as part of the ocean outfall line upon completion of the 
second stage. 


Installation of Digital Telephone Exchange Stations. During 
1987-88, Administracion Nacional de Telecomunicaciones (ANTEL), the 
state telephone company, plans to invest $60 million in the 
installation of digital telephone exchange stations provided by 
Ericsson of Sweden ($27 million), purchases of telephone cable, 
distribution boxes, telephones and ancillary equipment, as well as 
services of contractors to build facilities for the stations. The 
project for the city of Montevideo will free needed equipment to be 
used in the interior as part of ANTEL’s plan to serve smaller towns 
and farmers. A plan to offer wireless telephone systems to farmers 
in remote locations would connect them with the national grid. 
ANTEL is also planning to rent automotive telephone equipment to 
serve initially between 100 and 500 users in Montevideo. 





Railroad Rehabilitation. In an effort to keep operating its 
railroad cargo transportation service, the government has 
discontinued service of all passenger transportation offered by the 
railway monopoly, Administracion de Ferrocarriles del Estado (AFE). 
The agency will be assisted with an $84.2 million Uruguayan 
Government subsidy to help upgrade rail, rolling stock, workshop 
equipment, communications and signalling equipment, and station 
facilities. This project is in the initial stages of discussion. 


Airport Master Plan. IDB funding has been approved for expansion 
and modernization of Carrasco International Airport, the country’s 
main terminal located on the outskirts of Montevideo. Plans call 
for construction and purchase of equipment over a 20-year period. A 
call for a feasibility study is expected shortly. 


U.S. Export Promotion Events 


The only international event where local and foreign firms show 
their products to a large Uruguayan audience is the annual Prado 
Fair, usually held in August. The Embassy, with Department of 
Commerce and USIA assistance, participates with a U.S. Pavilion. 
U.S. exporters interested in this event or other information on this 
market should contact the Embassy’s Economic-Commercial Section or 


the Department of Commerce’s Uruguay Desk in Washington (telephone 
202-377-1495). 
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